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The core objective of any public pension 
plan is to ensure it can make regular 
benefit payments. It’s a straightforward 
objective, but the execution tends to be 
considerably harder. 
Many public plans contend with generally lower funding ratios, 

high return targets and competing stakeholder interests—factors 

that have led many investment committees to focus on asset 

returns above liquidity considerations. Historically, plans have 

tended to sell appreciated liquid assets to service payments.  

But more recently, volatility and changing cross-asset 
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Public Plan Cash Flow Challenges
Public plan sponsors face a multitude of challenges as they seek to keep plans on a path toward fully funded 

status while continuing to pay benefits. Among these are the decreasing number of active participants per 

annuitant and the growing net negative cash flow trend.

The chart on the next page shows these two factors over time. First, public plans have been trending 

toward a ratio of 1 active participant to each annuitant, which is significantly below the 2.4 ratio reported in 

2001. Second, the total dollar amount of net cash flows (i.e., incoming contributions less expected benefit 

payments) has grown increasingly negative, falling to approximately -$100 billion in 2022. Together, these 

factors have put more pressure on these types of investment portfolios to maintain sufficient liquidity. We 

believe these trends are likely to continue in the future.

Key Takeaways
� Liquidity risk is often underappreciated. Recent shifts to private investment programs and reduced 

contributions in mature public plans may exacerbate liquidity challenges.

� Cash flow generating allocations are designed to deliver coupon and maturity payments on a predictable 

schedule. This can help provide liquidity in a variety of market conditions and may reduce forced sales in 

volatile periods. They may also offer a yield advantage over other short-term liquidity strategies.

� The higher yields and inverted yield curve of current fixed income markets could potentially provide an 

interesting entry point for this type of strategy.

correlations have increased the risk of having to sell depreciated assets and incur permanent losses. The 

liquidity challenge is compounded for public funds that implemented private investment programs and 

for maturing plans receiving reduced contributions. We believe cash flow generating strategies can help 

public pensions potentially improve their liquidity positioning and help meet their objectives in a range of 

environments. In our view, higher fixed income yields have created an interesting entry point for cash flow 

generating strategies and currently make them an attractive alternative to cash and other liquidity sources 

including core fixed income and passive equity.
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In Good Times and In Bad
Beyond contributions from employers and employees (which, as noted, have been in decline), most plan 

sponsors meet their monthly benefit payment needs in a variety of ways, which typically include:

1. Maintaining or replenishing a cash allocation

2. Ad-hoc rebalancing/selling from managers across the portfolio

3. Using cash generated from a maturing private investments allocation (if applicable)

While these methods are generally sufficient in normal market environments, sourcing cash is not always 

seamless during times of market stress. We only have to look back to the market volatility of March 2020 

to see how difficult it can be for plans to find cash for benefit payments. As equities and credit sold off and 

US Treasurys—widely considered one of world’s most liquid markets—became challenging to sell, plan 

sponsors scrambled to come up with cash. In 2022, as most asset classes experienced negative returns, 

some plans once again became forced sellers at an inopportune time. Fast forward to the present, and we 

are starting to see some cracks in US Treasury market liquidity compared to recent years.

A cash flow generating allocation could potentially ease some of the strain during similarly volatile periods 

by delivering coupon and maturity payments on a predictable schedule and reducing the magnitude of 

forced sales. As long as the bonds in the cash flow generating allocation remain “money good” and do not 

default, they can deliver much-needed cash flows to help meet benefit payments. We feel this highlights why 

deep credit research at the individual security level is pivotal in cash flow generation strategy outcomes.
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Note: The most recent year of data contains virtually all the plans in the PPD. National data averages are weighted by plan size. This material is for informational purposes  
only and should not be construed as investment advice. Information obtained from outside sources is believed to be correct, but Loomis Sayles cannot guarantee its accuracy.

PUBLIC PLAN DATA

Source: Public Plans 
Database (PPD), https://
publicplansdata.org/quick-
facts/national/. Number 
of Actives per Annuitant 
(RHS) data is as of 31 
December 2021. Net Cash 
Flow (LHS) data is as of 
31 December 2022.
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A Note on Terminology
The pension industry uses a wide range of terminology for this type of structure from cash flow driven 

investing (CDI) to cash flow matching (CFM) to cash flow generation and bond ladders. While there can be 

nuances in implementation, we view all of these approaches as fixed income allocations designed to help 

improve liquidity needs with periodic, targeted coupon and maturity payments.

In addition to stress scenarios, we believe a cash flow generating strategy can be a favorable approach 

in normal market environments. To the extent that the strategy can limit defaults, plan sponsors can 

theoretically view the initial yield at investment as a good proxy for the potential annual return of the 

portfolio in the future. In many cases, the use of BBB-rated credits and the inverted yield curve may enable 

yields on cash flow generating portfolios to surpass yields on typical core fixed income allocations. Further, 

as public defined benefit plans have lowered assumed rates of return and with market-available rates 

recently rising, the drag on the potential total portfolio return from a cash flow generating portfolio has 

declined significantly. The chart below shows that recent fixed income market yields, particularly at the 

front end of the curve, are competitive relative to the assumed return rate used by public funds.
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The chart presented above is shown for illustrative purposes only. Some or all of the information on this chart may be dated, and, therefore, should 
not be the basis to purchase or sell any securities. The information is not intended to represent any actual portfolio managed by Loomis Sayles. Indices are 
unmanaged and do not incur fees. It is not possible to invest directly in an index. Information obtained from outside sources is believed to be correct, but 
Loomis Sayles cannot guarantee its accuracy
Past performance is no guarantee of future results.

 
PUBLIC PLAN ASSUMED 

RETURN VS. FIXED INCOME 

MARKET YIELDS

Source: Census of Governments; 
PENDAT; Public Plans Database, 
Bloomberg. Public Plan assumed 
return as of 31 December 2022. 
Bloomberg Index yields as of 31 
March 2023. For public plan 
assumed return: national data 
averages are weighted by plan size.
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Cash Flow Generating Strategies in Today’s Market Environment
In our view, current fixed income markets provide a potentially interesting entry point for this type of 

strategy, particularly when compared to yields in the latter part of 2021. The chart below shows a sampling 

of hypothetical cash flow generating portfolio yields of varying quality since 30 September 2021. As of 31 

March 2023, yields were estimated to be roughly 4.0%-4.3% for a hypothetical US Treasury-only cash flow 

generating portfolio and 4.9%-5.5% for hypothetical cash flow generating portfolios that include investment 

grade credit (rated A or better, or BBB or better). In general, these yields are approximately 3.5%-4.0% 

higher than they were 18 months ago.

Hypothetical portfolios created by Loomis Sayles based on a sample plan. Information is for illustrative purposes only and is subject to change. For more 
information on the hypothetical scenarios shown, please reference disclosure regarding “defining hypothetical portfolios” at the end of this paper. The use of 
hypothetical scenarios has inherent limitations. They are heavily dependent on the assumptions used and do not take into account actual trading or market 
conditions. The portfolios constructed were created by projecting cash flows from the universe of bonds available on the date of analysis, which includes 
assumptions about bonds cash flows that may not materialize in actual accounts. The hypothetical portfolios are intended to convey one measure of the 
characteristics of an asset class or combination of asset classes, and a different analysis may yield different results. Material market and economic factors may affect 
investment decisions differently when managers are investing actual client assets. 
The sample plan was created using the Russell Cash Flow Generator, which produces a generic set of pension liabilities. Analysis was done using the assumptions 
of a plan size of $1 billion, discount rate of 5.29%, which is the discount rate for the calendar fiscal year end, using a 3-year and 5-year vintage cash flow 
generating scheme.
The ability of an actual portfolio to deliver the required cash flows is not guaranteed and is subject to a variety of factors including, but not limited to, the 
availability of bonds, active management, and trading, transaction costs, default risk, reinvestment risk, rebalancing risk and liquidity risk.
Any investment that has the possibility for profits also has the possibility of losses, including the loss of principal.
Please see the Disclosure Statement and Model Description at the end of this paper for additional important information.

 
HYPOTHETICAL PORTFOLIO 

CASH FLOW GENERATING 

YIELDS BASED ON A 

SAMPLE PLAN

Data and analysis from 30 
September 2021 to 31 March 
2023. Source: Bloomberg. 
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The inverted yield curve is another aspect currently in favor of cash flow generating strategies. In general, 

a flatter or inverted yield curve means there is less incentive to invest in longer-duration securities when a 

similar yield can be obtained by staying shorter on the curve. A cash flow generating strategy will typically 

target fixed income securities on the front end of the curve, which would limit the duration exposure, 

particularly as compared to typical market benchmarks (e.g., the Bloomberg US Aggregate Index).

Factors for Constructing Cash Flow Generating Portfolios
We believe most public pension plans can benefit from considering a cash flow generating strategy as a 

part of their liquidity or fixed income bucket. In practice, how are these portfolios constructed? Below are 

a few of the key factors:

TYPICAL STARTING POINT COMMENT

TIME 
HORIZON

2 to 5 years

• Less than 2 years may mean more reliance on US Treasurys and more 
frequent replenishing of the structure

• Longer than 5 years is doable but may present challenges in terms of 
the number of bonds available

SECTORS Corporates and Treasurys

• Corporates provide cash flow certainty and potential spread return 
while Treasurys help provide liquidity for the first 6-12 months

• Securitized assets can be considered if there is flexibility in the cash 
flow certainty objective

QUALITY Investment Grade

• Use of BBB sector typically offers a reasonable tradeoff between yield 
and default risk

• Incorporating high yield may provide incremental return but with the 
expense of higher default risk

Views and opinions expressed reflect the current opinions of the authors only, and views are subject to change at any time without notice. Other industry analysts 
and investment personnel may have different views and opinions.
There is no guarantee that the investment objective will be realized or that the strategy will generate positive or excess return.
Any investment that has the possibility for profits also has the possibility of losses, including the loss of principal.

Fit Within Total Plan Strategy
As with any investment strategy, plan sponsors need to determine how a cash flow generating strategy 

could fit within the plan’s overall asset allocation. This includes considerations like how the strategy will 

be funded, how it could impact potential returns and opportunity costs.

• If the cash flow generation strategy is funded from an existing cash portfolio, we believe it can add 

incremental return potential while maintaining the same liquidity benefits.
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• If the strategy is funded from an equity allocation, there is likely to be an improvement in liquidity (in 

terms of reducing the likelihood of being a forced seller) but at the cost of potentially lower long-term 

return expectations. However, we believe current cash flow generating yields compare favorably with 

forward-looking equity return expectations, particularly if defaults are minimized and the cash flow 

yield is considered a proxy return on a forward-looking basis.

• If the strategy is funded from existing fixed income (e.g., core or core plus-type strategies), we believe 

the possible liquidity benefits are likely to improve while still offering a similar return potential. The 

below table shows how a hypothetical cash flow generating portfolio could provide a higher yield than 

the Bloomberg US Aggregate Index with less than half the duration risk.

BLOOMBERG US 
AGGREGATE INDEX

SAMPLE 5-YEAR BBB OR BETTER CASH 
FLOW GENERATING PORTFOLIO

DURATION (YEARS) 6.3 2.5

YIELD 4.41% 5.46%

SPREAD (BPS) 57 141

AVERAGE QUALITY AA2 A3

Data and analysis as of 31 March 2023. Source: Bloomberg. Hypothetical portfolios created by Loomis Sayles based on a sample plan. Information is shown for 
illustrative purposes only and is subject to change. 
The use of model or hypothetical portfolios has inherent limitations. They are heavily dependent on the assumptions used and do not take into account actual 
trading or market conditions. The portfolios constructed were created by projecting cash flows from the universe of bonds available on the date of analysis, which 
includes assumptions about bonds cash flows that may not materialize in actual accounts. The hypothetical portfolios are intended to convey one measure of the 
characteristics of an asset class or combination of asset classes, and a different analysis may yield different results. Material market and economic factors may affect 
investment decisions differently when managers are investing actual client assets. 
The sample plan was created using the Russell Cash Flow Generator, which produces a generic set of pension liabilities. Analysis was done using the assumptions 
of a plan size of $1 billion, discount rate of 5.29%, which is the discount rate for the calendar fiscal year end, using a 5-year vintage cash flow generating scheme. 
Indices are unmanaged and do not incur fees. It is not possible to invest directly in an index. 
The ability of an actual portfolio to deliver the required cash flows is not guaranteed and is subject to a variety of factors including, but not limited to, the 
availability of bonds, transaction costs, default risk, rebalancing risk, liquidity risk and management risk. 
Any investment that has the possibility for profits also has the possibility of losses, including the loss of principal. 
Please see the Disclosure Statement and Model Description at the end of this paper for additional important information.

In our view, implementation of a cash flow generating portfolio requires a thoughtful approach to help 

ensure that overall plan risk and return metrics remain within plan objectives. We believe that adopting a 

cash flow generating strategy into a portfolio with existing illiquid/private assets, public risk assets and 

dedicated long duration or risk mitigation strategies can help plans effectively balance liquidity, return 

potential and volatility from a total portfolio perspective.
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Comparison to Other Short-Term Liquidity Strategies
Many plan sponsors may opt for a short-term investment fund or vehicle with daily liquidity to help satisfy 

monthly benefit payment needs. These vehicles can play a key role in managing day-to-day cash needs. 

However, yields of these vehicles tend to be materially lower than a typical cash flow generating strategy 

(see below table with a sample of relevant short-term benchmark yields) and can become a cash drag 

over longer periods. It’s also important to note that these vehicles require securities to be sold (or cash to 

be maintained) in order to meet redemption requests, which can become challenging in periods of market 

stress.1 While the likelihood of corporate defaults typically increases in these periods of stress, cash flow 

generating strategies typically do not have to actively sell securities because they instead rely upon coupon 

and maturity payments.

 
SAMPLE HYPOTHETICAL 

CASH FLOW GENERATING 

(CFG) STRATEGIES  

VS. SHORT-TERM INDICES

Estimated Yields as of  

31 March 2023

Source: Bloomberg. Data and 
analysis as of 31 March 2023.

The 3-year and 5-year cash flow strategies shown above are hypothetical portfolios created by Loomis Sayles based on a sample plan. Information is for illustrative 
purposes only and is subject to change. The use of hypothetical scenarios has inherent limitations. They are heavily dependent on the assumptions used and do not 
take into account actual trading or market conditions. The portfolios constructed were created by projecting cash flows from the universe of bonds available on 
the date of analysis which includes assumptions about bonds cash flows that may not materialize in actual accounts. The hypothetical portfolios are intended to 
convey one measure of the characteristics of an asset class or combination of asset classes, and a different analysis may yield different results. Material market and 
economic factors may affect investment decisions differently when managers are investing actual client assets. 
The sample plan was created using the Russell Cash Flow Generator which produces a generic set of pension liabilities. Analysis was done using the assumptions 
of a plan size of $1 billion, discount rate of 5.29% which is the discount rate for the calendar fiscal year end, using a 3-year and 5-year vintage cash flow 
generating scheme.
The ability of an actual portfolio to deliver the required cash flows is not guaranteed and is subject to a variety of factors including, but not limited to, the 
availability of bonds, active management, and trading, transaction costs, default risk, reinvestment risk, rebalancing risk and liquidity risk.
Indices are unmanaged and do not incur fees. It is not possible to invest directly in an index
Any investment that has the possibility for profits also has the possibility of losses, including the loss of principal.
Please see the Disclosure Statement and Model Description at the end of this paper for additional important information. 

1 Source: https://www.iosco.org/library/pubdocs/pdf/IOSCOPD666.pdf, page 5.
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Overall, we believe plan sponsors could consider a tiered cash management system that combines short-

term investment funds with a cash flow generating strategy to help provide a reasonable balance between 

yield and liquidity.

Implementation Considerations
Implementing a cash flow generating strategy follows a similar process as most fixed income mandates. 

A natural first step is to consider how much to allocate to this type of structure. We stress that the cash 

flow strategy does not necessarily need to satisfy 100% of the plan’s expected benefit payments over the 

specified period. Private market pacing schedules may also be considered and incorporated into cash flow 

projections. The main objective is to incrementally reduce the magnitude of sourcing cash (particularly 

during difficult market environments) by providing a reliable source of cash flows. The strategy can pursue 

this by targeting a portion of expected benefit payments as in the following examples:

• 100% of each of the next 2 years

• 50% of each of the next 3 years

• 25% of each of the next 5 years

Finally, flexibility and benchmarking are two important considerations. 

In terms of flexibility, many investors may be concerned that they will be locked into a cash flow generating 

strategy for the entire specified time horizon. However, there is significant flexibility. For example, if the 

initial structure targets three years of expected monthly benefit payments, it will naturally shorten as it 

rolls down over time. Plan sponsors invested in this type of strategy can revisit it periodically with the 

manager (every 6 or 12 months, for example) to determine whether to replenish it back to three years or let 

it naturally shorten to pursue potentially better market opportunities elsewhere. In addition, while these 

strategies are typically invested with the goal of holding bonds to maturity, it is possible to redeem more 

than expected. In the rare event that the entire portfolio must be liquidated, this is feasible since these types 

of portfolios typically consist primarily of publicly traded fixed income securities.

Cash flow generating strategies do require a different benchmarking approach than traditional fixed 

income. Standard third-party benchmarks are not always optimal due to frequent rebalancing (e.g., new 

issues, rating changes, tenders). However, we believe there are a few reasonable options that can help meet 

a range of individual client needs:
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Conclusion
We believe public defined benefit plan sponsors should consider a cash flow generating strategy to help 

ease liquidity strains. Recent concerns about total portfolio liquidity along with attractive current yields 

and the convergence with discount rates may offer an opportunity for plans to limit forced selling at 

inopportune times. We believe this is critical for plans that continue to mature and pay higher benefit 

payments out of assets each month.  Plans that have newer private investment programs may also benefit 

from this approach.

Views and opinions expressed reflect the current opinions of the authors only, and are subject to change at any time without notice. 
Other industry analysts and investment personnel may have different views and opinions.
Any investment that has the possibility for profits also has the possibility of losses, including the loss of principal.

DESCRIPTION ADVANTAGES DISADVANTAGES 

CASH FLOW 
BENCHMARK

Yes/no determination of “did 
the manager meet the targeted 
cash flows?”

Typically simplest
Limited ability to do 
attribution analysis 

MARKET-BASED 
BENCHMARK

Blend of standard third-party 
benchmarks with similar 
duration and credit profile

Reasonably easy to 
implement

Increasing differences in 
evolution of benchmark 
versus portfolio as time 
goes on

SNAPPED 
BENCHMARK

“Snap” a list of available 
securities at initial investment 
and on flow dates

Allows for more detailed 
attribution

Most complex; typically 
manager-provided
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Disclosure
This paper is provided for informational purposes only and should not be construed as 
investment advice. Opinions or forecasts contained herein reflect the subjective judgments and 
assumptions of the authors only and do not necessarily reflect the views of Loomis, Sayles & 
Company, L.P. Other industry analysts and investment personnel may have different views 
and opinions. Investment recommendations may be inconsistent with these opinions. There is 
no assurance that developments will transpire as forecasted, and actual results will be different. 
Data and analysis does not represent the actual or expected future performance of any 
investment product. We believe the information, including that obtained from outside sources, 
to be correct, but we cannot guarantee its accuracy. The information is subject to change at 
any time without notice.

Any investment that has the possibility for profits also has the possibility of losses, 
including the loss of principal.

Market conditions are extremely fluid and change frequently.

Past performance is no guarantee of, and not necessarily indicative of, future results.

LS Loomis | Sayles is a trademark of Loomis, Sayles & Company, L.P. registered in the US 
Patent and Trademark Office.

Defining Hypothetical Portfolios
We have defined three hypothetical portfolios based on credit quality^ (in descending order, 
highest quality to lowest):

1. All US Treasury: invests only in US Treasurys

2. A or better: consists of bonds rated A or better

3. BBB or better: allows only fixed income securities rated BBB or better

Our optimization process determines the weights within each portfolio. Allowing for lower-
quality credits can potentially achieve a higher yield to cover more benefit payments. However, 
lower-quality credits may increase downward credit migration, which increases risk of loss. 

^Credit Quality reflects the highest credit rating assigned to individual holdings of the 
portfolio among S&P, Moody’s or Fitch; ratings are subject to change.

Hypothetical portfolios are shown for illustrative purposes only. The use of model or 
hypothetical portfolios has inherent limitations. They are heavily dependent on the 
assumptions used and do not take into account actual trading or market conditions. The 
portfolios constructed were created by projecting cash flows from the universe of bonds 
available on the date of analysis which includes assumptions about bonds cash flows that 
may not materialize in actual accounts. The hypothetical portfolios are intended to convey 
one measure of the characteristics of an asset class or combination of asset classes, and a 
different analysis may yield different results. Material market and economic factors may affect 
investment decisions differently when managers are investing actual client assets.

11

One Financial Center Boston, MA 02111 www.loomissayles.com



Disclosure Statement
We have produced this analysis using a cash flow sufficiency algorithm. This material is for informational purposes only and 
it should not be construed as investment advice. Investment decisions should consider the individual circumstances of the 
particular investor. Any opinions or forecasts contained herein reflect subjective judgments and assumptions of the author and 
do not necessarily reflect the views of Loomis, Sayles & Company, L. P. Investment recommendations may be inconsistent with 
these opinions. There can be no assurance that developments will transpire as forecasted. Data and analysis does not represent 
the actual or expected future performance of any investment products. Accuracy of data is not guaranteed but represents our best 
judgment and can be derived from a variety of sources. Opinions are subject to change at any time without notice.

Market scenarios have inherent limitations, including but not limited to, their inability to reflect the impact of actual trading 
on a portfolio or economic and market factors on investment decisions. The scenarios rely on assumptions that may not occur 
or opinions that may be wrong. These opinions and assumptions are often based on past events and do not consider unforeseen 
events or developments. The scenarios utilize hypothetical portfolios of bonds with particular characteristics. They assume that 
bonds are purchased at current valuations and held throughout the period rather than traded, which would not be the case with 
an actual portfolio. Scenarios rely on mathematical models that do not take into account all potential factors that could impact 
actual results and can be wrong even in cases where the assumptions used turn out to be valid. Actual market events or results 
could be much worse.

The use of hypothetical portfolios has inherent limitations. They are heavily dependent on the assumptions used in construction 
and do not reflect actual portfolios that could have been implemented during the time periods shown. The portfolios constructed 
were created by projecting cash flows from the universe of bonds available on the date of analysis which includes assumptions 
about bond’s cash flows that may not materialize in actual accounts. The hypothetical portfolios are intended to convey one 
measure of the characteristics of an asset class or combination of asset classes, and a different analysis may yield different results. 
Material market and economic factors may affect investment decisions differently when managers are investing actual client 
assets. The construction of model portfolios does not reflect the impact of actual portfolio trading which may impact the price and 
availability of securities. An actual portfolio will be impacted by the market conditions at the time of funding and other factors. 
Past experience is not indicative of future results. The analysis does not take into account the deduction of any advisory fees, 
brokerage or other commissions or other expenses that would apply to actual accounts.

Scenarios do not deduct trading costs and other fees and expenses.

Certain information uses comparisons to one or more market indexes which are unmanaged and are generally unavailable for 
investment. Individual accounts are actively managed, will have different investment guidelines, and carry expenses and fees, all 
of which would negatively impact results.

This does not represent the expected or future performance of any investment product. 

The ability of an actual portfolio to deliver the required cash flows is not guaranteed and is subject to a variety of factors 
including, but not limited to, the availability of bonds, transaction costs, default risk, rebalancing risk, liquidity risk and 
management risk.

The analysis reflected in this presentation is limited to certain recent periods for which data is available. We make no 
representation that the experience of any other periods is comparable.

Past performance and experience are no guarantee of future results.

Please see model description and portfolio construction assumptions which follows for additional  
important information.
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Model Description
Cashflow sufficiency study involves modeling the cheapest model or hypothetical portfolios (based on bond prices) for six different 
lower rating cutoffs where liability cash flows past 30yrs, if any, are rolled up to the 30yr point based on an assumed discount 
rate. Investable universe includes Bloomberg’s Treasury Strips and IG corporate. Detailed constraints used for the construction are 
as follows:

Securities Universe: IG corporate bonds, Universal, Treasury securities

Liquidity: Average traded volume over past month: > $15 M, Amount Outstanding > 250M

Diversification: Max Entity Wt(Mkt Value)

Corporate : 2%

Max Ticker Wt(Mkt Value)

Corporate : 2%

Max Industry Wt(Mkt Value)

Bloomberg’s level 3: 15%

Bloomberg’s level 4: 15%

Eliminations: Loomis Sayles Credit Trend : Limited Coverage, Negative Trend and Negative Trend with event risk

Loomis Sayles risk rating : Speculative

Loomis Sayles research recommendation : 4

Callable (call filter), Sinkable, Putable

Bond proceeds between cash flow payment dates were re-invested at 0% and residual cash flows (post liability cash flow 
payments)were reinvested at 0%. Once the portfolios were constructed based on nominal projected cash flows, the portfolio cash 
flows were recomputed based on a scenario of “Mean Defaults”, “3x Max Defaults”. Recovery rate has been assumed at 40%. 
We assumed all securities are available and can be purchased at the Bloomberg’s index price. The model assumes bonds are 
held throughout the period without being traded which would not be the case with an actively managed portfolio. As such, the 
model does not take into account the impact of market liquidity of actual trading, among other things. Actual default experience 
including recovery rates will differ and would impact the analysis.

Default-Adjusted Cash Flows:

Individual bond cash flows based on historically observed default cohorts as provided by Moody’s. For cash flows extending 
beyond 20 yrs, the annualized default rate from year 15 to year 20 was used to extend the cumulative default cohorts. For the 
“mean” default scenarios, the average cohorts from 1983 to 2022 (Average Cumulative Issuer-Weighted Global Default Rates 
By Letter Rating, 1983-2022 from Moody’s Annual Default Study) were used. For the “3x mean” default scenarios, the average 
cohorts from 1983 to 2022 were used (Average Cumulative Issuer-Weighted Global Default Rates By Letter Rating, 1983-2022 
from Moody’s Annual Default Study), where the implied annualized default rates were multiplied by 3 so as to construct a “3x” 
mean default cohort. On each coupon / principal pay date, a bond could either default and pay recovery or pay the coupon and 
be revisited on the next coupon date. Actual default experience, including recovery assumptions and timing of payments, could be 
worse which would impact the analysis.
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Portfolio Construction Assumptions
Cash flows and payment dates have been calculated based on a sample plan created by Loomis Sayles.

The universe of securities used in constructing the example portfolio includes securities that are available for purchase.

All securities are available at the Bloomberg index’s price.

There is no market impact assumed as a result of transactions in these securities.

Analytics for all securities, including but not limited to, key rate duration, yield, convexity, option-adjusted duration, option-
adjusted spread, rating, maturity and coupon is provided by Bloomberg.

The example portfolios are constructed using a standard search algorithm, which iterates the weight distribution in the universe 
of available securities to achieve an objective function within the specified set of constraints.

As indicated above, the example portfolios assume that portfolio securities are purchased at the current benchmark price and held 
for the period, whereas an actual portfolio would be actively managed according to its own guidelines and expected liabilities. As 
a result, an actual portfolio would be impacted by additional factors which could negatively impact the portfolio, including the 
costs and pricing impact of actual trading, the risk that replacement securities with comparable yields and characteristics are not 
available and the impact of market liquidity.

The example portfolios are constructed based on assumptions about the expected liquidity and availability of securities, which is 
dependent upon market conditions and other factors. There is no guarantee that a portfolio with similar characteristics can be 
created or that securities could be purchased at the expected price.

Analysis comparing cash flow match to the Bloomberg US Aggregate Index uses a hypothetical liability of $10 million per 
month. Hypothetical cash flow match portfolios are constructed using historical yield data of the Bloomberg US Corporate Index. 
For each cash flow match structure, both portfolios are projected forward with returns (using the yield of the cash flow match 
portfolio and actual return of Bloomberg US Aggregate Index) while also taking out $10 million cash flow each month. If the 
Bloomberg US Aggregate Index becomes depleted during the period, it is classified as a failure.

MALR031176
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This material has been provided for information purposes only to investment service providers or other Professional Clients, Qualif ied or Institutional Investors and, when required by local

regulation, only at their w ritten request. This material must not be used w ith Retail Investors.

To obtain a summary of investor rights in the official language of your jurisdiction, please consult the legal documentation section of the w ebsite (im.natixis.com/intl/intl-fund-documents)

In the E.U.: Provided by Natixis Investment Managers International or one of its branch off ices listed below. Natixis Investment Managers International is a portfolio management company

authorized by the Autorité des Marchés Financiers (French Financial Markets Authority - AMF) under no. GP 90-009, and a public limited company (société anonyme) registered in the

Paris Trade and Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre Mendès France, 75013 Paris. Germany: Natixis Investment Managers International,

Zw eignieder lassung Deutschland (Registration number: HRB 129507): Senckenberganlage 21, 60325 Frankfurt am Main. Italy: Natixis Investment Managers International

Succursale Italiana, Registered off ice: Via San Clemente 1, 20122 Milan, Italy. Netherlands: Natixis Investment Managers International, Nederlands (Registration number 000050438298).
Registered off ice: Stadsplateau 7, 3521AZ Utrecht, the Netherlands. Spain: Natixis Investment Managers International S.A., Sucursal en España, Serrano n°90, 6th Floor, 28006 Madrid,

Spain. Sw eden: Natixis Investment Managers International, Nordics Filial (Registration number 516412-8372- Swedish Companies Registration Office). Registered office: Covendrum

Stockholm City AB, Kungsgatan 9, 111 43 Stockholm, Box 2376, 103 18 Stockholm, Sw eden. Or,

Provided by Natixis Investment Managers S.A. or one of its branch off ices listed below. Natixis Investment Managers S.A. is a Luxembourg management company that is authorized by

the Commission de Surveillance du Secteur Financier and is incorporated under Luxembourg laws and registered under n. B 115843. Registered office of Natixis Investment Managers
S.A.: 2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. Belgium: Natixis Investment Managers S.A., Belgian Branch, Gare Maritime, Rue Picard 7, Bte 100, 1000

Bruxelles, Belgium.

In Switzerland: Provided for information purposes only by Natixis Investment Managers, Sw itzerland Sàrl, Rue du Vieux Collège 10, 1204 Geneva, Switzerland or its representative off ice

in Zurich, Schweizergasse 6, 8001 Zürich.

In the British Isles: Provided by Natixis Investment Managers UK Limited w hich is authorised and regulated by the UK Financial Conduct Authority (register no. 190258) - registered

off ice: Natixis Investment Managers UK Limited, One Carter Lane, London, EC4V 5ER. When permitted, the distribution of this material is intended to be made to persons as described as

follows: in the United Kingdom : this material is intended to be communicated to and/or directed at investment professionals and professional investors only; in Ireland: this material is
intended to be communicated to and/or directed at professional investors only; in Guernsey: this material is intended to be communicated to and/or directed at only financial services

providers which hold a license from the Guernsey Financial Services Commission; in Jersey: this material is intended to be communicated to and/or directed at professional investors

only; in the Isle of Man: this material is intended to be communicated to and/or directed at only financial services providers which hold a license from the Isle of Man Financial Services

Authority or insurers authorised undersection 8 of the Insurance Act 2008.

In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch) which is regulated by the DFSA. Related financial products or
services are only available to persons who have suff icient f inancial experience and understanding to participate in financial markets w ithin the DIFC, and qualify as Professional Clients or

Market Counterparties as defined by the DFSA. No other Person should act upon this material. Registered office: Unit L10-02, Level 10 ,ICD Brookfield Place, DIFC, PO Box 506752,

Dubai, United Arab Emirates

In Japan: Provided by Natixis Investment Managers Japan Co., Ltd. Registration No.: Director-General of the Kanto Local Financial Bureau (kinsho) No.425. Content of Business: The

Company conducts investment management business, investment advisory and agency business and Type II Financial Instruments Business as a Financial Instruments Business

Operator.

In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a Securities Investment Consulting Enterprise regulated by the Financial

Supervisory Commission of the R.O.C. Registered address: 34F., No. 68, Sec. 5, Zhongxiao East Road, Xinyi Dist., Taipei City 11065, Taiw an (R.O.C.), license number 2020 FSC SICE
No. 025, Tel. +886 2 8789 2788.

In Singapore: Provided by Natixis Investment Managers Singapore Limited (NIM Singapore) having off ice at 5 Shenton Way, #22-05/06, UIC Building, Singapore 068808 (Company

Registration No. 199801044D) to distributors and qualif ied investors for information purpose only. NIM Singapore is regulated by the Monetary Authority of Singapore under a Capital

Markets Services Licence to conduct fund management activities and is an exempt financial adviser. Mirova Division (Business Name Registration No.: 53431077W) and Ostrum Division

(Business Name Registration No.: 53463468X) are part of NIM Singapore and are not separate legal entities. This advertisement or publication has not been reviewed by the Monetary
Authority of Singapore.

In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to professional investors for information purpose only.

In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830) and is intended for the general information of f inancial advisers 

and w holesale clients only .  

In New Zealand: This document is intended for the general information of New  Zealand wholesale investors only and does not constitute f inancial advice. This is not a regulated offer for 
the purposes of the Financial Markets Conduct Act 2013 (FMCA) and is only available to New  Zealand investors who have certified that they meet the requirements in the FMCA for 

w holesale investors. Natixis Investment Managers Australia Pty Limited is not a registered f inancial service provider in New  Zealand.

In Colombia: Provided by Natixis Investment Managers International Oficina de Representación (Colombia) to professional clients for informational purposes only as permitted under 

Decree 2555 of 2010. Any products, services or investments referred to herein are rendered exclusively outside of Colombia. This material does not constitute a public offering in Colombia 

and  is addressed to less than 100 specif ically identif ied investors. 

In Latin America: Provided by Natixis Investment Managers International. 

In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered investment advisor, authorised and supervised by the Central Bank of Uruguay. Office: San Lucar 

1491, Montevideo, Uruguay, CP 11500. The sale or offer of any units of a fund qualif ies as a private placement pursuant to section 2 of Uruguayan law 18,627 . 

In Mexico:Provided by Natixis IM Mexico, S. de R.L. de C.V., w hich is not a regulated f inancial entity, securities intermediary, or an investment manager in terms of the Mexican 

Securities Market Law  (Ley del Mercado de Valores) and is not registered with the Comisión Nacional Bancaria y de Valores (CNBV) or any other Mexican authority. Any products, 

services or investments referred to herein that require authorization or license are rendered exclusively outside of Mexico. While shares of certain ETFs may be listed in the Sistema 
Internacional de Cotizaciones (SIC), such listing does not represent a public offering of securities in Mexico, and therefore the accuracy of this information has not been confirmed by the

CNBV. Natixis Investment Managers is an entity organized under the law s of France and is not authorized by or registered with the CNBV or any other Mexican authority. Any reference 

contained herein to “Investment Managers” is made to Natixis Investment Managers and/or any of its investment management subs idiaries, which are also not authorized by or registered 
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In Brazil: Provided to a specif ic identif ied investment professional for information purposes only by Natixis Investment Managers International. This communication cannot be distributed 
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or to sell any security, or an offer of any regulated f inancial activity. Investors should consider the investment objectives , risks and expenses of any investment carefully before investing. 

The analyses, opinions, and certain of the investment themes and processes referenced herein represent the views of the portf olio manager(s) as of the date indicated. These, as w ell as 

the portfolio holdings and characteristics shown, are subject to change. There can be no assurance that developments will transpire as may be forecasted in this material. The analyses 
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